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Abstract  
This paper is conducting a comparative analysis of the development of securities markets in nine 
Asian economies: Korea, Taiwan, Hong Kong, Singapore, Malaysia, Thailand, Indonesia, the 
Philippines, and China.  This study focuses on two aspects: the history and institutional development 
of securities market, such as legal systems, payment systems, etc.  From the analyses, this paper 
reveals several common features of the development of securities markets in nine Asian economies.  
First, most economies had an informal capital market in the early period of their history.  Second, 
the background of the foundation of their official markets was influenced by experiences of 
colonization. Third, most governments recognized the importance of the capital market for economic 
development and had a positive attitude in promoting the market. Fourth, statistics clearly showed 
that most economies experienced several booms in their capital market from the late 1980s. 
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Institutional Development of Capital Markets  
in Nine Asian Economies1 
 
Rika Nakagawa  
 
Introduction 
Securities markets in the nine Asian economies are relatively young compared to those 
of the U.S. and the U.K.  Among them, the Hong Kong Securities Market, established 
in 1891, is the oldest. In 1990, the youngest market was founded in China. Other 
markets were set up from the late 1920s to the early 1960s. Informal exchanges, 
however, started far before the establishment of the stock exchanges.   
The purpose of this paper is to present a comparative analysis of the development 
of securities markets in Asian economies focusing on the history of securities markets of 
nine economies: Hong Kong, Indonesia, the Philippines, Singapore, Malaysia, Korea, 
Taiwan, Thailand, and China.  In addition, this paper analyzes the development 
processes of each securities market through statistical data regarding the number of 
listed companies and the capitalization of these markets.       
     The paper consists of three sections. The first section describes the history of 
capital markets of nine Asian economies. The second section observes processes of the 
development of each market in terms of the number of listed companies and the market 
capitalization. The last section is concluding remarks.             
 
1. History of Securities Markets in Nine Asian Economies 
     The first section reviews the development of securities markets in nine Asian 
economies in order of their history.   
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1-1. Hong Kong2 
     In Hong Kong, securities were informally traded in the early nineteenth century. 
The formal stock exchange, named the Association of Stockbrokers, was established in 
1891. In 1914, this association changed its name to the Hong Kong Stock Exchange. In 
1921, Hong Kong formed the second stock exchange, the Hong Kong Stockbrokers’ 
Association. In 1947, these two stock exchanges were merged and incorporated as the 
Hong Kong Stock Exchange Ltd.   
     Security trading was not very active until 1950, because most business entities 
raised capital through bank loans rather than in the capital market. This changed, 
however, in the 1960s due to an economic boom which attracted foreign funds. The 
government’s “laissez-faire” policy along with the favorable economic situation caused 
the development of a securities market in Hong Kong. The government established 
three other stock exchanges: the Far East Exchange in 1967, the Kam Ngan Stock 
Exchange in 1971, and the Kowloon Stock Exchange in 1972.   
     Although the “laissez-faire” approach contributed greatly to the expansion of the 
capital market in Hong Kong, it had a negative impact on the market when oil prices fell 
suddenly in 1973 and 1979. These events resulted in outflows of foreign capital from 
Hong Kong and stock prices fell sharply. The Hong Kong government realized that 
regulations and a supervisory institution should be introduced for a sound market. In 
1974, the government enacted the Securities Ordinance and established the Office of the 
Commissioner for Securities as the supervisory authority.     
     In 1976, the Hong Kong government launched a futures market. Following this, 
in 1979, the government opened their securities market for foreign brokers. In addition 
to this, the government promoted a consolidation of four stock exchanges, the Hong 
Kong Stock Exchange, Far East Exchange, Kam Ngan Stock Exchange and Kowloon 
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Stock Exchange, in order to foster an efficient and effective stock exchange. This 
consolidation led to the introduction of an automatic trading system.   
The government efforts triggered inflows of large amounts of foreign funds. In 
1987, the Hang Seng stock index reached its highest point, 3,949. The market boom, 
however, soon ended when the Dow Jones Industrial Average fell sharply on October 19, 
19873. The stock market crash had a great impact on the Hong Kong stock market: the 
Hang Seng Index fell more than 40%. This experience made Hong Kong realize the 
need for further reform for market stabilization. In 1989, the government enacted the 
Securities and Futures Commission Ordinance and established a supervisory 
organization, the Securities and Futures Commission. Moreover, the government set up 
listing requirements and a disclosure system4. In 1989, the Hong Kong Securities 
Clearing Company Limited was incorporated and a central clearing and settlement 
system was launched. Due to these improvements, the Hong Kong securities market has 
developed well.   
     The Hong Kong stock market is now one of the most developed markets. 
However, it was affected by the currency crisis of 1997. This was another opportunity 
for the government to reform the market. First, for market diversification, they allowed 
a venture market, the Growth Enterprise Market. Second, for a comprehensive stock 
market reform, they reorganized the stock exchange and founded a holding company, 
the Hong Kong Exchanges and Clearing Limited (HKEx), which was an amalgamation 
of the Stock Exchange of Hong Kong Limited, the Hong Kong Futures Exchange 
Limited, and the Hong Kong Securities Clearing Company Limited5. 
 
1-2. Indonesia6 
     Informal trading of shares in Indonesia started in the late 19th century. As in other 
Asian economies, the history of the stock exchange was affected by the colonizing 
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country; in the case of Indonesia, the colonizing country was the Netherlands. Because 
the Dutch government aimed to develop the plantation industry, in 1912 the Dutch 
opened a formal dealing space in Jakarta7 . The official exchange supported the 
financing activities of Dutch-owned companies.    
     In 1925, two other stock exchanges were opened, in Surabaya and Selaman 
respectively. These markets played an important role, but they were merged with the 
Jakarta Stock Exchange (JSE) in 1939. In 1940 the JSE closed because of the Second 
World War and activities completely stopped.    
     In 1952, the JSE reopened; however, it closed again in 1958 for economic and 
political reasons. The inflation rate had reached a high level, and this resulted in loss of 
confidence in financial assets and the Indonesian currency. In addition, in 1958, the 
Indonesian government enforced Nationalization Law No. 86 and nationalized 
Dutch-owned private companies. This measure caused the Dutch to leave the country. 
Because the Dutch had dominated the market, the market did not function after they left 
Indonesia.  
     In 1967, President Suharuto set out to reconstruct the capital market. First in 1968, 
the central bank organized a taskforce to discuss development policies of the market and 
draw up policy suggestions. As a result of the discussion, in 1976 the government 
established the Capital Market Supervisory Agency (BAPEPAM) and a state-owned unit 
trust company, PT. Danareksa, to promote the capital market. Next year, public offering 
of new shares was carried out.     
     As the capital market functioned, the government implemented several policies to 
increase share trading. A set of policies for capital market development announced by 
the government in 1987 was composed of four programs: simplifying issuance and 
trading procedures of stocks and bonds; reducing registration fees; abandoning 
regulation of price changes; arranging special measures for unlisted companies which 
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did not comply with minimum requirements to list on the market.  
     In 1988, the government announced additional policies. First, the income tax rate 
for interest on savings was set the same as the dividend tax rate8. The purpose of this 
measure was to make financial assets shift from banks to securities market and to 
mobilize domestic savings. Second, foreign stockbrokers were allowed to establish 
offices for providing the private sector with investment opportunities. In addition, 
privately-owned stock exchanges were permitted in cities other than Jakarta9.   
     In the 1990s, the government accelerated implementation of their plan. In 1990, 
the BAPEPAM was restructured and privatized. In order to modernize, the country 
founded a settlement company in 1992. In 1993, the government encouraged the 
establishment of a rating agency. In 1995, an automatic matching system started 
operation. Like many other Asian countries, Indonesia was severely affected by the 
Asian Crisis. However, at this time they remain committed to developing their market 
further.                  
 
1-3. The Philippines10 
     The Philippines’ securities market started in the 1920s under the control of the 
United States. In 1927, Americans involved in business in the Philippines organized a 
formal securities market in Manila. In those days, there were no regulatory and 
supervisory institutions in the country. In October 1936, the colonial government 
enacted the Securities Act, which was based on the 1934 Securities and Exchange Act of 
the US. 
     In 1963, another securities market, the Makati Stock Exchange, was opened. The 
listed companies, however, were entirely the same as those of the Manila Stock 
Exchange. The Philippine market worked under a dual-listing system. 
     From the 1950s to the 1970s, the volume of stock trading increased dramatically 
 6
because of the discovery of natural resources, such as gold, copper and oil. However, 
the boom in the stock exchanges did not last long. There were two main reasons. One 
was that the government of President Ferdinand Edralin Marcos was politically unstable. 
The other was that the world economy fell into a slump and foreign investments into the 
country decreased.   
     The Philippine government organized a study group to investigate reasons for 
economic stagnation and the underdevelopment of a capital market. The result presented 
at the Capital Market Development Conference in 1988 revealed several problems to be 
solved in the Philippine market. First, the number of listed companies was small. 
Second, most dealings in the stock market were in blue-chip stocks11. Third, there was 
no tax incentive in the market, such as a deduction of dividend tax, business tax or 
stump duties. The conference suggested some policy implications, also. Based on the 
recommendations, the government began to modernize the market. First of all, in 1992, 
the Manila Stock Exchange was consolidated with the Makati Stock Exchange and 
renamed the Philippine Stock Exchange. A central depository system was implemented 
in 1995. Seven years later, the Securities Clearing Corporation of the Philippines was 
established. Thus, in the case of the Philippines, modernization of the securities market 
began only in the 1990s although the market itself originated in the 1920s.  
 
1-4. Singapore12 
     Security dealings in Singapore were started in the late nineteenth century by 
multinational corporations of Great Britain. In 1910, the peninsula experienced a rubber 
boom and this made the stock market active. These trading activities were informal, so 
the government never controlled the market. However, when the stock market crash 
occurred in the U.S. in 1929, the government became aware of the need for appropriate 
trading rules, supervision, and a legal framework for investor protection.   
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     In 1930, the government formed the Singapore Stockbrokers Association and 
allowed them to deal in securities on a formal basis. In 1938, brokers from the Malay 
Peninsula joined the association, and the organization was renamed the Malaysia 
Stockbrokers Association. In 1960, another trading space, the Malayan Stock Exchange, 
was opened in Kuala Lumpur, Malaysia. Stock exchanges in Singapore and Malaysia 
functioned as a single market even after Singapore’s independence in 1965. In 1973, 
Singapore separated her stock exchange from the Kuala Lumpur Stock Exchange, and 
enacted the Securities Industry Act in order to support and develop the securities 
industry.       
For the development of the securities industry, the government focused on 
internationalization of the market. For example, in December 1983, they set up a futures 
trading room, the Singapore International Monetary Exchange (SIMEX), for attracting 
foreign capital. The government’s strategy contributed greatly to the development of an 
international financial center13.       
     In the mid-1980s, the country introduced new regulations with respect to the 
securities industry and the capital market. One episode, the bankruptcy of Pan-Electric 
Industries in 1985, made the government realize the importance of appropriate rules, a 
monitoring system, and regulations regarding the stock broking industry. First, the 
government amended the Securities Industry Act. As a result of the revision, members 
of the stock broking industry were required to be incorporated and to increase their 
capital to solidify their financial position. In addition, the role of monitoring entity 
changed from the Singapore Stock Exchange to the Singapore Monetary Authority and 
the Authority was responsible for determining the ceiling of the margin with regard to 
share dealings with a margin.   
     These comprehensive reforms fostered a strong and stable capital market that was 
not affected by the stock price crash of 1987; Singapore’s market was stable during the 
